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SUBJECT: Househol d And Dependent Care Services Necessary For Gai nful Enpl oynent
Ref undabl e Credi t

SUMVARY CF BI LL

Under the Personal |Income Tax Law (PITL), this bill would allow taxpayers with
California adjusted gross incone of $100,000 or less a refundable credit equal to
a percentage of the federal credit allowed for certain household and dependent
care services necessary for gainful enploynent.

SUMVARY CF AMENDVENT

The June 22, 2000, anendments deleted the bill's prior |anguage regarding
wor kf orce investnment and inserted the | anguage di scussed in this analysis.

This is the departnent's first analysis of this bill.

EFFECTI VE DATE

As a tax levy, this bill would be effective inmediately and operative for taxable
years begi nning on or after January 1, 2000.

LEG SLATI VE H STORY

AB 149 (Leach, 1999) and AB 1728 (Fl oyd, 1998) woul d have all owed taxpayers with
an AG of $100,000 or less an enploynent-related child and dependent care credit
equal to a specified percentage of the federal credit. AB 149 failed to pass out
of the first house by the deadline, and AB 1728 fail ed passage in the Assenbly
Appropriations Commttee.

SPECI FI C FI NDI NGS

Exi sting federal law (I RC Section 21) allows a credit against tax of 20% 30%
(dependi ng on the taxpayer’s adjusted gross incone) of enploynent-related costs
of care for a qualifying individual. A qualifying individual is defined as a
dependent of the taxpayer who is under the age of 13 or a dependent or spouse who
is physically or nmentally unable to care for him or herself. Enploynent-rel ated
expenses are defined, generally, as those expenses incurred to enable gainfu

enpl oynent .

Existing federal lawlimts the anount of enploynent-related expenses incurred
during a taxable year to $2,400, if there is one qualifying individual, or
$4,800, if there are two or nore qualifying individuals with respect to the
taxpayer for that taxable year
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California law had a simlar credit based upon expenses for household and
dependent care services necessary for gainful enploynent. That credit was a
percentage of the federal credit; the percentage was based upon the taxpayer’s
AG and ranged between 15% and 30% That credit provision was repealed by its
own terns Decenber 1, 1993.

Exi sting state |aw all ows enpl oyers under both the Bank and Corporation Tax Law
and the PITL to claima tax credit for establishing a child care program
constructing a child care facility, or contributing to child care information and
referral services. Building owners nmay claimthis credit based on a program or
facility established for their tenants' children.

Under the PITL, this bill
of the taxpayer’s federa

woul d all ow a refundabl e credit based on a percentage
househol d and dependent care credit.

The percentages woul d be:

If state adjusted gross incone is: Credit percentage is:

$40, 000 or |ess 63%
Over $40, 000 but not over $70, 000 53%
Over $70,000 but not over $100, 000 42%
Over $100, 000 0%

The following chart indicates the maxi numcredit anmounts that a taxpayer may
receive. Since the federal law allows 11 different credit percentages, primarily
bet ween $11, 000 and $28, 000 i n adjusted gross incone, this chart reflects only

some of the adjusted gross inconme ranges for sinplicity.

State AG Federal Credit State Credit Credit Amount - | Credit Amount -
Per cent age Per cent age Maxi mum $2400 Maxi mum $4800
I n Expenses I n Expenses
Up to $10, 000 3% 63% $454 $907
$28,000 to 2% 63% $302 $605
$40, 000
$40,000 to 2% 53% $254 $509
$70, 000
$70,000 to 2% 42% $202 $403
$100, 000
This bill would limt the credit to those taxpayers who mai ntain a househol d

within the state.

Pol i cy Consi derati ons

H storically, refundable credits (such as the state renter’s credit, the
federal earned inconme tax credit and the federal farmgas credit) have had
significant problens with fraud. These problens are aggravated because once
arefund that is made is later determned to be fraudul ent, the refund
commonl y cannot be recover ed.

This credit does not contain a sunset date. Cedits generally contain a
sunset date to allow periodic review by the Legislature.
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| npl enent ati on Consi der ati ons

The department does not currently adm nister a refundable tax credit under
the PITL. Establishing a refundable tax credit programwould have a
significant inpact on the departnment’s prograns and operations and require
extensive changes to forns and systens. Experience admnistering this
program may show that the cost to detect fraudulent clainms is significantly
greater than the inplenentation costs stated in this analysis.

Techni cal Consi derati ons

Attached amendnment 1 would clarify that the refundable credit woul d be
treated like a paynent and allowed to be adjusted as a math error, with
protest and appeal rights. This |anguage essentially duplicates how the
refundabl e renter's credit was handl ed.

FI SCAL | MPACT

Depart nental Costs

Departnental costs to inplenent this new refundable credit are estimated to
be $1 mllion for initial inplenentation, with continuing annual costs of
$605, 000. These costs are based on a projected universe of 50,000 new
filers and 700,000 current filers claimng the credit.

Tax Revenue Estinate

Revenue | osses under the PITL are estinated to be:

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After Decenber 31, 1999

$ MIlions
2000-01 2001-02 2002- 03
-$195 -$189 -$193

Thi s anal ysis does not consider the possible changes in enpl oynent, persona
i ncome, or gross state product that could result fromthis measure.

Revenue Estimate D scussion

Revenue | osses under the PITL woul d depend on the nunber of taxpayers with
Cal i fornia adjusted gross incones bel ow $100, 000 who woul d be eligible for
federal househol d and dependent care credit.

The above estimates were based on sinulations using the departnent’s
personal income tax nodel. Special programm ng was done to reflect the
federal |aw and phase-out effects.
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FRANCH SE TAX BOARD S
PROPOSED AMVENDMENTS TO AB 480
As Amrended June 22, 2000
AVENDVENT 1
On page 4, after "SEC. 2", insert:

Section 19052 is added to the Revenue and Taxation Code to read:

19052. Notwi thstanding any provision in this part, denial of credits or refunds
clainmed on or after January 1, 2001, in accordance with Section 17052.6 may be
made pursuant to Section 19051 except that in such cases claimants shall have the

right of protest and appeal provided by this part.

SEC. 3



